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New England Cities — Malden, Mass. 


Repetition of N. E. Forest Fire Disaster Likely 
Unless Basic Causes are Removed 


The following study analyzes the economic significance of last year's devastating forest fires. 
contributing to a repetition of such disasters will be outlined in a subsequent article. 


N October 1947 the New England states expe- 

rienced an epidemic of forest fires of spectacular 
and almost unprecedented severity. These fires 
were so destructive that the question inevitably 
arises whether it 
must be expected 
that the economy 
of New England will 
suffer similar set- 
backs in the future. 


5000 FLEE FIRES 


Factors 
Editor's Note. 


funds often has much to do with it — but even with 
funds we sometimes grow complacent. . . . We sub- 
mit these figures: the present national budget of 
$21,000,000 is $10,000,000 short of the $31,000,000 
experts say is neces- 
sary for effective 
control of forest 
fires. Deduct this 
.. . budget savings 
from the loss 





This question 1s 
of such significance 
that an exhaustive 
inquiry has been 
made into the 
causes for the Oc- 


Maine’s Greatest Catastrophe 
Swells In Horror, Destruction 
Sanford In Path Of Widening Cone Of Flames 


in Maine alone, 
and you have a 
realistic and, we 
hope, impressive 
example of wasted 
economy. 





tober fires and the 
extent of their se- 


Mass. Fire Peril Worst in History EXTRA 


It is safe to say 
that everywhere in 





verity. The con- 
clusion is that un- 
less the contribut- 
ing factors are re- “Wars WE Dio’ Found 
moved, such events As Hundreds Flee N. H. Homes 
may be anticipated sen ES 
in the future. Re- 
moval of the contri- 
buting factors, it 
will be shown in an article to appear in the March 
Monthly Revzew, is clearly a practical possibility. 
The purpose of this first article is to report on 
the economic effects upon the New England region 
of last year's fires. Fire prevention and fire protec- 
tion will be analyzed more closely in the subsequent 
article. However, it should be emphasized at the 
outset that the amount spent on forest fire protec- 
tion by federal, state and town governments is 
generally inadequate. The editor of American 
Forest says in the November issue: 
“We know we cannot control human behavior 
in the woods; yet during critical periods we do not 
always take the drastic action called for. Lack of 


Wind Fans Flames 


Frsincrotin EY AMES DESTROY SIX 
MORE MAINE TOWNS 


Fires Force Hundreds More Families Gut of Homes in York County as Peril Sweeps On to 
New Areas—Light Rain Falls but Benefits Expected to Be Meagre—Rochester, N. H., 
Blaze Rushes to Somersworth, N. H.-Fear for Safety of Latter in New Emergency 


New England losses 
from forest fires 
and the cost of 
fighting them could 
be reduced by the 
allotment of larger 
sums to the pro- 
tection organiza- 
tions, resulting in 
net savings over the years. It is also probably safe 
to say that there is room almost everywhere for 
more’ effective use of the funds now being allotted. 
Human element factors are involved that will 
endure indefinitely. 

The October 1947 epidemic of forest fires was so 
severe and its potentialities so great that the 
governors of two states, Maine and Massachusetts, 
proclaimed a state of emergency. Southwestern 
Maine bore the brunt of the disaster, said to be the 
worst of its kind in the state's 300-year history. 
Unquestionably, in terms of the estimated total 
property loss, it was the worst since the advent of 
organized forest fire protection. 
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The severity of the October 1947 forest fire epi- 
demic is indicated by data from Maine, New Hamp- 
shire and Massachusetts, where the fires were most 
extensive. Preliminary estimates indicate that only 
367 acres of torest were burned in Vermont, 604 
acres in Rhode Island and 1,300 acres in Connecti- 
cut. These states thus escaped with no more loss 
than might occur in any year and are accordingly 
not included in the inquiry. 

The severity of the October fires in Maine, New 
Hampshire and Massachusetts is indicated in the 
accompanying table. In Massachusetts and the 
Forestry District of Maine the areas burned in 
October just about equaled the annual averages 
of previous years. In New Hampshire the area 
burned was a little more than twice the average. 
In the organized towns of Maine an area of forest 
land was burned just slightly more than 21 times 
the average of the 10 preceding years. For the 
three states as a whole the area burned is almost 
six times the annual average. 

Detailed estimates of the total quantity of timber 
killed by these fires are not available but an in- 
dication is provided by recently completed surveys 
of the areas burned in Oxford, York, and Washing- 
ton Counties, Maine, by the Northeastern Forest 
Experiment Station of the United States Forest 
Service. Four burned areas are included, of which 
the total forest area is 147,600 acres, or 70 per cent 
of the total estimated burned area in the three 
states. On this burned area the quantity of soft- 
wood timber of sawlog size that was killed by the 
fires is 115.5 million board feet. In addition, more 
than 362,000 cords of timber of pulpwood, or cord- 
wood size, were killed. 


150 Million Feet Killed 

On the basis of this 70 per cent sample, with some 
adjustment for differences in forest types in the 
other states, particularly Massachusetts, a reason- 
able estimate of the total quantities killed in the 
three states is 150 million feet of saw timber and 
475,000 cords of smaller material possessing a com- 
bined current stumpage value of at least $2,500,000. 
Much of this material will doubtless be salvaged 
before it becomes worthless through insect activity, 
decay, wind throw, and other secondary conse- 


quences. There are indications that some owners, 
particularly of the more desirable lots, will suffer 
little or no immediate financial loss on their mer- 
chantable timber compared to what they could 
have realized on it in an unburned condition if the 
lumber market stays at its present level for another 
six months to a year. This is accounted for by the 
extremely strong seller's market in lumber which 
currently makes buyers willing to pay as much for 
burned timber as for green. Normally, fire-killed 
timber brings considerably lower stumpage prices 
than green timber of similar quality and location, 
often as little as half or less. At the same time 
many owners may encounter difficulty in disposing 
of their burned timber, and special state and federal 
services have been set up to assist the salvage effort. 


6,000 Homeless 

There was in October a great deal of communica- 
tion of forest fires to improved property: homes, 
farm buildings, summer property,and whole towns. 
There was heavy destruction in Bar Harbor. Twelve 
hundred homes, permanent and temporary, were 
lost in Maine, together with 241 farm buildings, 
and their contents. Six thousand people were ren- 
dered temporarily homeless and 2,500 lost their 
homes. Sixteen people lost their lives. In New 
Hampshire 85 buildings were burned and in Massa- 
chusetts 42 were destroyed and 66 damaged, of 
which all but a few were dwelling houses. 

In the three states the total score was thus more 
than 1,500 houses and buildings accessory to them. 
Some of these homes and buildings were located in 
towns, nine of which were wiped out in Maine with 
four others extensively damaged. The burning of 
these towns ruined factories, stores, schools, and 
other public buildings. Telephone and telegraph 
lines, stocks of merchandise, farm machinery, auto- 
mobiles, and livestock were destroyed. The total 
monetary loss in Maine alone has been estimated 
to be as high as $30,000,000, including $10,000,000 
at Bar Harbor. 

Direct property losses in New Hampshire and 
Massachusetts are far below those of Maine. The 
final net loss will never be known with precision 
because of the difficulty of assembling all the perti- 
nent data. The estimated total loss of $30,000,000 


FOREST AREAS, AVERAGE AREAS BURNED ANNUALLY AND AREAS BURNED IN OCTOBER 1947 
IN MAINE, NEW HAMPSHIRE, AND MASSACHUSETTS : 

















Average Area 
STATE Forest Burned Annually Area Burned 
Area 1937-1946 October 1947? 

Actes Acres Per Cent Actes Per Cent 

IN hake s cxioe V0 Uwa Rep a n bs Dee Keon bce 16,683,000 12,518 0.075 181,009 1.085 
Forestry district .... (10,000,000) (4,128) (0.041) (4,109) (0.041) 
Organized towns ...........-- (6,683,000) (8,390) (0.126) (176,900) (2.647) 
New Hampshire. .... . 4,722,000 6,996 | 0.148 15,376 0.326 
Massachusetts........ Re Pactntniee ce vacxhgn Monee see 3,297,000 15,348! 0.465 15,000 0.455 
NN Se eno VRE OS ames ld ek eS ee 24,702,000 34,862 0.141 211,385 0.856 























ISeven-year record — 1940 to 1946, inclusive. 


Figures for Maine Forestry District and State of New Hampshire are final. 


detailed surveys. They ere believed to be conservative. 
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in Maine, quoted in numerous early reports, is a 
preliminary figure and is open to some question. ! 

Ten to fifteen million dollars may be a fairer 
figure representing the total direct monetary loss 
in the three states. Even this amount, though less 
spectacular, is still a severe shock to the regional 
economy, justifying strenuous efforts and expendi- 
ture of substantial public funds for the prevention 
of its repetition. 

Cost over Million 


A full accounting of the cost of these forest fires 
to the New England economy must include the 
expenditure for the fighting of the fires, the largest 
single item of which is the wages of the fire fighters, 
as well as the cost of destroyed and damaged equip- 
ment and a variety of essential supplies and special 
services. The cost of fighting the October fires in 
Maine, New Hampshire, and Massachusetts is esti- 
mated to have totaled between $1 million and $1.5 
million. Final figures are available only in New 
Hampshire, where they amounted to $198,885. 
The costs in Maine and Massachusetts are reported 
to have been about $450,000 in each state. Massa- 
chusetts got more for its money in the sense that 
only about 15,000 acres were burned as against 
Maine’s more than 180,000 acres. Maine's fires got 
so completely out of hand that it was physically 
impossible to spend money in proportion to the area 
burned. 

The total of direct property loss, plus the cost 
of fighting the fires, indicates an immediate drain 
on the New England economy of from $11,000,000 
to $16,000,000, according to the best figures now 
available. This figure does not by any means tell 
the whole story. The loss of merchantable growth 
is only part of the loss of forest values and is often 
of less significance to the owner and, particularly, 
to the community than is the destruction of the 
young growth on which future supplies of mer- 
chantable timber depend. Young growth seldom 
escapes being killed and, furthermore, possesses no 
salvage value except as, here and there, some of the 
larger trees may be utilized for fuel wood. Most 
killed young growth decays where it stands for lack 
of economic utility. 


Loss of Productivity 


Still more significant socially is the loss of pro- 
ductivity of burned-over forest areas frequently 
accompanied by severe damage to the soil itself. 
Even though the soil may suffer little or no damage, 
the break in the natural forest succession aggravates 
the set-back occasioned by the loss of the normal 
young growth. The first generation of regrowth in 
burned areas usually consists of species of little or 
no commercial value, such as pin cherry and aspen, 
and many years often elapse before trees of valuable 





1Figures released by the State Tax Assessor indicate that the fires destroyed property with 
an assessed valuation of $3,235,295 in 26 towns. The Tax Assessor explains that the 
actual loss was undoubtedly much greater than this because this figure reflects assessed 
valuations rather than actual values which are usually considerably greater. Other esti- 
mates have placed the actual loss at $7,000,000 in the knowledge that, for taxation pur- 
poses, property is assessed anywhere from 50 to go per cent of its actual value. There were 
undoubtedly losses that the Tax Assessor does not take into account because replacement 
can be expected to prevent loss of the tax base, such as those to telephone and telegraph 
lines, but his figures are a clear indication that the early estimate of $30,000,000 may be 
considerably too high. 
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species begin to occupy the area again. Without 
artificial reforestation, an expensive undertaking, 
the productivity of most burned forest land is not 
fully restored in less than 50 to 75 years. Large 
areas burned in northern Maine 45 years ago have 
not yet made a real start toward restoration of the 
productivity they possessed before the fires. 

From the point of view of society as a whole this 
loss of productivity of the forest is the most ad- 
verse long-range consequence of forest fires, par- 
ticularly in New England where inept forest man- 
agement and excessive burning for many years have 
reduced the general productivity far below par. 

Forests, and the industries drawing on them for 
raw material, are important economic assets to New 
England, the value of which deserve full apprecia- 
tion and efforts for their preservation. In New 
Hampshire, for example, the total cash value of 
logs, pulpwood, and fuel wood produced by the 
farmers and other forest owners in 1946 was more 
than $14.5 million. Expressed in terms of manu- 
factured lumber, pulp and paper, and other wood 
products, the income to the state was two or three 
times this figure. These are, furthermore, not all 
the forest products produced in New Hampshire. 

What happens to the local economy when a large 
part of its ‘i resources is destroyed is illustrated 
in York County, Maine. This has recently been the 
leading lumber-producing county with 92 out of 
the 731 sawmills in the state and an annual produc- 
tion of close to 80 million board feet. At normal 
prices, this quantity of lumber is worth at least 
$2.75 million at the mills producing it.2 The forest 
fires of October 1947 burned 113,000 acres in the 


°Throughout the report, calculations of losses to the economy are based on the assump 
tion that the present inflated prices will not hold indefinitely. Not as a prediction, but 
for conservatism, average prices through the years are taken as, roughly, 70 per cent of 


present prices 
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county, more than 25 per cent of its total forest area 
of 430,000 acres. With more than a quarter of its 
forest area rendered unproductive of forest products, 
the effect of the fires on the county's economy will 
be felt for many years. 

And this is not yet all. Orher economic problems 
arise to plague the residents of the burned-over 
areas and their fiscal officers. Many communities 
in Maine have suffered such severe losses of tax 
base that reconstruction is impossible without out- 
side aid. Since their timber and homes are gone, 
they have little security to offer and cannot ex- 
pect bank loans to provide them a new start; state 
aid seems to be their only recourse. 


Value of Productivity 

What is the value of forest productivity de- 
stroyed by the October fires to the New England 
economy? The U. S. Forest Service says that saw 
timber is growing in New England at the rate of a 
little more than one and three-quarter billion 
board feet per year. This is at the rate of 58 board 
feet per acre on the nearly 31 million acres of com- 
mercial forest land in the region. The productive- 
ness of much of the burned area, particularly that 
in southwestern Maine, was probably considerably 
greater than the average but, basing a conservative 
calculation on the average, indicates that the loss 
of annual forest growth in New England, resulting 
from the fires, is at least 12 million feet of saw tim- 
ber. This volume of timber would be worth at 
least $100,000 per year to the owners at normal 
stumpage prices and to the economy of New Eng- 
land, in marketable finished products, somewhere 
around four times that figure. In addition to saw 
timber, the forest land also produces pulpwood and 
other raw materials. The current annual rate of 
growth of such materials is estimated by the Forest 
Service to be 640 million cubic feet, or just over 20 
cubic feet per acre. This can be expressed as ap- 
proximately one-quarter of a cord. One-quarter of 
a cord per acre on the area burned in October totals 
more than 50,000 cords. On a normal stumpage 
price basis, this is worth at least $100,000 per year 
and on a finished paper, paper product, or other 
finished-goods basis, several times that amount. 

Loss of productivity is a variable quantity de- 
pending on forest type, severity of burn, and other 
factors. Expressing it in terms of present values 
involves tricky calculations and indefinite evidence. 
Nevertheless, it is a very real loss with genuine 
economic implications to the people affected by it. 
From what is known of the character of the October 
fires, the conditions under which they burned and 
the forest types affected, it is possible to derive 
a practical approximation of the present value of 
the loss of forest capital in terms of the loss of 
future income. 

Using standard methods of risk and return dis- 
counting by rates commonly accepted in forest valu- 
ation and allowing for taxes and other annual ex- 





“Woodbury Stevens, selectman at Kennebunkport, said that without outside financial 
help the town’s tax rate next year would jump from its $60 current level to $95 or $10 
He said persons whose homes have been destroyed will not rebuild until they are given 
assurance that the tax rate will not increase materially. Kennebunkport’s case is not the 
worst since the loss there was proportionately small compared to that of some of the 
towns. It will be nip and tuck for survival itself in che communities that were practi 
cally wiped out 


4 MONTHLY REVIEW OF THE FEDERAL RESERVE BANK OF BOSTON 


penses, it is reasonable to estimate conservatively 
that the present value of the forest capital de- 
stroyed by the October fires, on the basis of a loss 
of gross stumpage returns of $200,000 per year for 
50 years, amounts to $2 million. 

The losses from the forest fires of the autumn of 
1947, by the above calculations, add to a total of 
$14 million to $19.5 million made up of (a) $10 
million to $15 million of improved property at cur- 
rent prices, (b) $1 million to $1.5 million of fire- 
fighting cost and | Cc) $2 million of lost forest pro- 
ductivity. This estimate does not include the loss 
of income to the population that would have been 
realized from working on, processing, and market- 
ing the materials that would have come from the 
burned areas. Neither does it include diminished 
tax revenues nor the loss that will ensue where 
killed merchantable timber is not salvaged, a figure 
that cannot now be determined. It does include 
the loss of small unmerchantable growth which is a 
part of the $2 million of lost forest productivity. 

A loss of this magnitude should not occur if its 
prevention is possible at a reasonable cost. No 
effort will be made in this article to appraise the 
possibilities in this respect, nor to recommend 
methods of prevention. In the March issue of the 
Monthly Review, however, an attempt will be made 
to appraise the reasons why the October 1947 forest 
fires developed as they did. Perhaps, by implication 
at least, such an analysis will be of some use as 
a basis for such recommendations. 





WILL DROP IN COMMODITY PRICES 
AFFECT DEPARTMENT STORE SALES? 

EPARTMENT store sales changes, especi- 

ally in February, have special current in- 
terest because of the possible reaction upon con- 
sumer spending of the recent drop in commodity 
prices. If food prices decrease markedly and 
there is no proportionate increase in quantities 
of food purchased, department store items will 
be competing for an increasing percentage of the 
consumer dollar. 

New England department store sales remained 
at a fairly constant average dollar value during 
the month of January and the first two weeks of 
February 1948. For the first three weeks in Jan- 

uary, however, the rate of increase over cor- 
responding weeks in the previous year declined. 
It was +9.5 per cent, +6.2 per cent and +1.5 
per cent, respectively. During the fourth week 
in January sales were 11.1 per cent below 1947. 
Sales for the last week in January and the first 
week in February were approximately the same 
as for 1947. The drop in the second week of 
February to nine per cent below 1947 was among 
the three largest declines for all Federal Reserve 
districts, and probably reflects local conditions. 

Basement sales in Boston reporting stores for 
January and the first two weeks of February 1948 
continued to have a greater percentage gain over 
the previous year than total sales. There is 
therefore no conclusive evidence yet that con- 
sumers have changed their buying practices. 
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Member Bank Loans Up, Profits Down in 1947 


HE tendency for loans to regain their prewar 

importance in total assets of New England 
member banks continued throughout 1947. The 
proportion of investments to total loans and in- 
vestments declined from 70 per cent in December 
1946 to 64 per cent at the end of December 1947. 
The year closed with a current record-high level 
of lending at banks in the city of Boston as well 
as at those elsewhere in the district. The volume 
of loans increased more rapidly during the last, 
as compared with the first, half of the year. In- 
creased lending resulted in part from greater need 
for credit arising from higher prices. Business re- 
quired more working capital and larger supplies of 
funds for capital expenditures. Consumers bor- 
rowed increased amounts to maintain or improve 
standards of living. 


Changes in Loans and Investments 


The continued expansion of commercial and in- 
dustrial loans resulted in an increase of 24 per 
cent for the year, bringing the level for these loans 
throughout the district to $926 million on De- 
cember 31, 1947. The increase over the year, 
as has been characteristic of the postwar period, 
was more rapid at banks outside Boston than at 
those in the city. The outside banks reported 
$360 million of commercial loans, representing an 
increase of almost 32 per cent from the previous 
December. Banks in Boston reported $566 million 
of this class of loans, an increase of 20 per cent 
for the year. 

Under the system of Federal guarantees, banks 
have increased their advances on real estate. Vet- 
erans administration and other types of guaranteed 
housing loans have accelerated lending on mort- 

gage collateral. Total real estate loans through- 


out New England increased about 28 per cent 
during 1947 to a level of $306 million. The 


financing of new residential construction and sales 
of completed units accounted for the greatest 
volume, as well as the greatest increase in the 
total of these loans amounting to 29 per cent. 


Farm real estate loans increased 22 per cent and 
mortgages on industrial and business properties 
14 per cent. 

The easing of credit terms and increased avail- 
ability of durable goods encouraged the expansion 
of consumer credit. Retail instalment paper, 
automobile paper, and repair and modernization 
needs accounted for the largest increases — 109, 
98, and 89 per cent, respectively, of the various 
kinds of consumer loans. The largest volume of 
consumer loans, however, continues to be the 
single payment loans, which showed an increase 
of 12 per cent, and represented over 50 per cent of 
the total of consumer loans outstanding. Both 
Boston and banks outside the city participated in 
an increasing share of all types of consumer 
lending during 1947. 

Loans on securities contracted steadily through- 
out the year, decreasing 12 per cent. The decline 
reflected less activity in the securities markets. 

Total investments of the district member banks 
declined about 10 per cent and the rate of decrease 
was about the same at banks in Boston and at those 
outside. The reduction in investments was in- 
duced principally by decreases in holdings of Gov- 
ernment securities and corporate bonds. Portfolio 
holdings of Government securities were reduced 
11 per cent from $3,142 million to $2,790 million. 
Municipal and state bonds, although held in rel- 
atively small volume, increased about 15 per cent 
for the year. 

Total loans and investments were down only 
about one per cent as compared with the previous 
year — the increase in total loans almost exactly 
compensated for the decline in investments. 
Reductions in Government security holdings 
have been made to finance an expanding loan 
volume and also in part reflect the effects of the 
Treasury's debt retirement program and changes in 
the general money market. 

The proportion of First District banks’ holdings 
of Treasury bills and certificates remained about 
the same during the year, comprising 12 per cent 


ALL MEMBER BANKS — FEDERAL RESERVE DISTRICT | 
EARNINGS AND EXPENSES 





__ AMOUNTS IN THOUSANDS OF DOLLARS 


PER CENT CHANGE 


ITEM * 1947 | 1946 ae! 
Total | "Boston “| Country - Total Boston Country | Total Boston Country 
interest Or Ul, S.s6Go 0s wo dice 3 | $ 48,813 | $16,065 $32,748 $ - 445 $18,857 $37,588 | —13.5% —14.8% — 12.9% 

Interest on other bonds and sec..| 55h | 1,411 4,100 424 sore | 3919 | -25.8 | —59.8 4.8 
Wniterest Gti lG4NG. <<560s 5 Sa Jules 51,261 | 18,752 32,509 40,096 | 16,126 | 23,970 | +27.8 | +16.3 +35.6 
All other current earnings. 31,806 13,921 17,885 | 28,321 | 12590 15,722 | +123 +10.5 +13.8 
Total earnings....... 137, 391 | 50,149 87,242 | 132,286 | 51,094 81,192 | + 3.9 eB 19 | +75 
Salaries and wages......- 43,019 16,404 26,615 | 38,349 14,883 | 93466 | +122 | +102 +13.4 
Interest on deposits........... 12,707 | hehe 10,956 | 12;120 | 1,677 | 10,443 +48 | + 44 Pr ae 
Hey OMENS Ge ie 0 oss ee cies 35,620 13,717 21,903 31,973 | 12,162 | 19,811 +11.4 | +128 | 410.6 
Total expenses........ 91,346 31,872 59,474 28,722 53,720 +10.8 +11.0 +10.7 
Net eamnings.............-. 46,045 | 18,277 | 97,768 49,844 22,372 | 97,472 | — 7.6 | —18.3 | +144 

| | | 
NGtal TECOVETIES 5.oi5. 0 c6 5's sso: ana 4,182 7,565 19,688 | S587 14,171 | —40.3 | —242" | —466 
Total losses and charge-offs..... 15,255 6,993 8,262 20,352 | 12,206 | 8,146 —25.1 | —42.7 + 1.4 
Net profits before taxes... .. 42,537 | 15,466 , 27,071 49,180 | 15,683 | 33,497 —13.5 | — 1.4 | —19.2 
Taxes on net income........ 12,744 | 3,887 | 8,857 16,276 | 6,245 | 10,031 —21.7 —31S | —tt.7 
Net profits aftertaxes........| 29,793 | 11,579 | 18,214 | 32,904 | 9,438 | 23466 — 9.5 | +227 | —99.4 
Dividends paid on com. stock.| 16,134 7,634 | 8,500 | 16,182 | 7,634 | 8,548 | — 0.3 | 0.0 | — 0.6 

\ 
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of the total of Government security investments; 
the proportion of notes and bonds callable in 1 
to 5 years increased from 21 to 32 per cent. On 
the other hand, the proportion of bonds callable 
in 5 to 10 years (32.5 per cent) was 12 percentage 
points lower than it was in December 1946, while 
holdings of the bonds of over 10 years in maturity 
remained about the same. The average maturity 
of the marketable Treasury bonds in portfolios at 
the end of December was slightly shorter than at 
the end of December 1946. 


Deposits and Capital 


Total deposits increased about one per cent over 
the year and amounted to about $5.7 billion at the 
close of December. The percentage increase was 
retarded by substantial decreases in United States 
deposits during the first six months of the year. 
Demand deposits of individuals increased about 
four per cent from $3.5 billion to $3.6 billion 
largely in response to the increased loan demand. 
Time deposits recorded a very small increase, 0.2 
per cent, and amounted to $1.3 billion at the year- 
end. Declines in these deposits, however, occurred 
during the last half of the year — 1.8 per cent at 
Boston banks and 0.9 per cent at banks outside the 
city. The decline in time deposits at member banks 
contrasts with a rise of 1.3 per cent in deposits of 
mutual savings banks during the same period. 

Some additions were made to capital accounts 
during 1947. The increase amounted to about four 
per cent for the district. Boston banks reported 
additions of 1.8 per cent and banks outside 5.4 
per cent. The ratio of capital to deposits im- 
proved slightly, rising from 8.6 to 8.9 per cent. 
All insured banks in the United States as of a 
recent date show a ratio of deposits to capital of 
about 6.8 per cent; 37 per cent of the number have 
ratios below five per cent. 

The ratio of capital to loans and* securities 
(other than Governments) continued downward. 
Currently, capital accounts are approximately one- 
quarter as large as total loans and ‘‘other secur- 
ities’’ of the district banks, the lowest in many 
years. This ratio has declined since 1943 when it 
stood at 35 per cent. Although capital has grown, 
loans have expanded much more rapidly. 


Total Earnings 
£ 


Although total earning assets (total loans and 
investments) were approximately the same at the 
end of 1947 as they were at the end of 1946 (1.3 
per cent lower), aggregate earnings of district 
banks were about four per cent higher, amounting 
to $137 million, up $5 million for the year. The 
increase may be attributed to the improvement by 
banks outside Boston which reported $87 million 
as compared with $81 million the previous year. 
Boston banks reported a decline from $51 million 
to $50 million. 

Notable differences occurred in the rate of 
growth of the two major sources of revenue, 
namely, earnings on securities and earnings on 
loans. Interest on Government securities declined 
13.5 per cent largely because of reduced holdings. 
Interest and dividends on “‘other securities’’ de- 
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clined 26 per cent. At banks in Boston the decline 
was 60 per cent in earnings on “‘other securities’, 
while the outside banks reported an increase of 
about five per cent. For the district as a whole 
earnings on loans increased 28 per cent — 16 per 
cent at Boston and 36 per cent outside. Increased 
earnings on loans resulted almost entirely from an 
increased volume of lending. 

District member banks’ expenses totaled $91 
million, up about $9 million, or 11 per cent from 
the year before. The heavier expenses incurred 
were due to increases in salaries, wages, and per- 
sonnel of the banks. Roughly, the same rates of 
increase occurred at both Boston and outside banks. 

Net current earnings before income taxes aggre- 
gated $46 million, down almost $4 million or over 
seven per cent from 1946. Boston banks reported 
a decline of $4 million from $22 million about 
18 per cent. Banks outside the city, however, 
reported $27.8 million as net current earnings, up 
$300 thousand, or one per cent from the year before. 

Total recoveries on loans and securities and 
profits on securities continued downward, declin- 
ing 40 per cent — 24 per cent at Boston and 47 
per cent outside. Good general business and finan- 
cial conditions during the past several years have 
helped banks to improve the quality of their assets, 
and improved asset quality is reflected in the 
downward trend of losses and charge-offs. Most 
banks in this district reflect this downward trend. 
Losses and charge-offs declined 25 per cent. Boston 
banks reported a decline of 43 per cent while 
country banks increased charge-offs slightly 
1.4 per cent. 


Net Profits and Dividends 


In contrast to the previous year, the margin be- 
tween recoveries and profits on loans and securities 
and losses and charge-offs, although sizable, con- 
tracted to reduce net profits of the member banks 
to almost $30 million, a decline of about 10 per 
cent. Boston banks’ aggregate net profits were 
up about $2 million to $11 million, or 23 per cent, 
but this showing was influenced by one or two 
large banks in the city. All except these two re- 
ported reduced net profits, as was generally true of 
the outside banks. This latter group of banks 
reported a decline of $5 million, leaving net profits 
for the year at $18 million, down 22 per cent. 
Slightly more than 50 per cent of net profits, or 
$16 million, was distributed as dividends. Boston 
banks distributed 66 per cent; country banks, on 
the other hand, distributed about 47 per cent. 
The balance of earnings for both groups of banks 
was retained to strengthen capital accounts. 

The earnings reports of New England member 
banks compare generally with the reports for all 
member banks in the United States. Preliminary 
earnings figures for 1947 show net profits of $654 
million, a decrease of $104 million, or 14 per cent 
from the amount reported for 1946. The decline 
occurred despite an increase in total earnings and a 
decrease in income tax payments. Reduced recover- 
ies and profits on securities and increased expenses 
of operation were the important factors contribut- 
ing to the decrease. 
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Business Conditions 








Current Commodity Price Declines Beneficial 


HE new year began with business activity on a 

generally high level. Industrial production 
was Close to its peacetime peak; there was practi- 
cally full employment for all able and willing to 
work; the volume of business transactions, as 
measured by bank debits, was at an all-time peak; 
and the value of department store sales had attained 
a new record. 

The most vexing problem in recent months has 
been the level of prices. The inflationary pressure 
on the general price structure, when price and other 
controls were lifted, set off a chain reaction of ris- 
ing prices. By December 1947 general wholesale 
commodity prices had risen 102 per cent from aver- 
age 1935-39 levels; prices of farm products and 
foods had risen far more. Consumer prices had 
risen 67 per cent; average weekly earnings of factory 
workers had risen 127 per cent; construction costs 
and real estate values had soared. 

Some hesitation in this upward price trend had 
appeared in the spring of 1947 as consumer demand 
for certain nondurable goods fell off and business 
curtailed orders in many lines. A temporary re- 
cession occurred in New England's textile, apparel, 
and shoe industries, and to some extent in machine 
tools and nonferrous metal products. However, in 
the second half of the year increased wage awards, 
the cashing of veterans’ terminal leave bonds, a 
small corn crop, prospects of a poor 1948 wheat 
crop, and continued export demand revived the in- 
flationary pressure and drove some prices, notably 
of grains, to new heights. 

Sharply rising prices curtailed the real buying 
power of those consumers whose incomes rose less 
than prices; the physical volume of retail sales 
in several lines turned down. Rising prices also 
strained business cash positions; it required more 


DAILY CASH GRAIN PRICES 
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The sharp drop in commodity prices in early February was 
centered largely in grains and was an acceleration of a trend 
which began in January. Percentage decreases from January 
31 to February 14 were 20 for wheat, 23 for corn, 19 for oats, 
and 9 for barley. By mid-February prices had steadied. 
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and more money to finance a given physical volume 
of business. The reduction of business cash re- 
serves and arising volume of commercial loans were 
symptomatic of the cash strain on business. The 
reduced rate of personal savings and the accelerated 
growth of consumer credit were symptomatic of 
the strain on personal finance. Credit sales at de- 
partment stores expanded at the expense of cash 
sales, with an increasing percentage of sales made 
in lower-priced basement departments. 

Although some prices receded in late 1947, the 
general wholesale commodity price index continued 
upward to mid-January when weakness showed, es- 
pecially in wheat and corn prices. This became 
intensified in early February and extended to in- 
clude other grains, hides, cotton, tallow, lard and 
other commodities, both in futures and cash mar- 
kets. The Journal of Commerce price index of 30 
sensitive commodities dropped 13 per cent from 
January 12 to February 13. 

The immediate causes for the drop seem to be a 
better stock of grains in this country than previous- 
ly realized and greatly improved prospects for the 
1948 wheat crop and foreign crops. To forecast the 
extent of the decline at this time would be pre- 
mature. Prices of most basic farm commodities 
have floors established by Government support 
levels, and it is not yet clear that many basic com- 
modities will bein good supply this year; the weath- 
er still must be reckoned with. The supply of 
marketable livestock is low, a deficiency which re- 
quires time to rectify. 

General business was still in sound condition at 
this writing in mid-February. Price declines thus 
far have been considered salutary. Lower raw 
materials prices mean lower costs for New Eng- 
land industry and agriculture. 
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Monthly average wholesale commodity prices continued to 
rise during December to a peak 16 per cent above that of De- 
cember 1946. Weekly averages in some groups showed a 
weakness after mid-January which developed into a more 
pronounced drop in early February. 
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The seasonally adjusted index of industrial production de- 
clined slightly in December from the postwar peak of 192 ar- 
tained in November. The production of durable goods con- 
tinued to expand but was offset by declining activity in the 


cotton textile, paperboard, and food products industries 
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During the last quarter of 1947 business failures were re- 
ported rather consistently at the rate of about 40 per month 
in New England and somewhat over 300 in the country. 
These rates, with one exception, were the highest since early 
1943. Liabilities of failing enterprises fluctuated widely. 
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Although activity in New England's shoe factories recovered 
in the fall from the earlier slump, total 1947 production is 
estimated to be about 20 per cent less than in 1946. Pro- 
ducers are caught between high hide and leather prices and 
consumer resistance in the retail markets 


METAL PRODUCTS 
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Average prices for metals and metal products increased slow- 
ly in the closing months of 1947. Receipts of raw and semi- 
fabricated metals for further fabrication in New England 
were somewhat lower in late 1947 than in the corresponding 
months of 1946. Employment showed little change 
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The index of wholesale paper and pulp prices in December 
was almost double the 1935-39 average level. New England 
paper and paperboard production in 1947 was about four per 
cent above 1946. New production installations may bring 
relief to shortages in all items but newsprint by spring 
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Contracts awarded for New England construction in Decem- 
ber 1947 were 12 per cent less than in December 1946. Total 
awards for 1947 were 6.6 per cent below those for 1946. Con- 
tracts for residential construction were lower in late 1947, 
while those for nonresidential construction were higher. 
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